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June  11,  1987 
UPDATE 


Marvin  B.  Hoffman 


CASINO  GAMING  IN  ATLANTIC  CITY 

May  28  marked  the  ninth  anniversary  of  casino  gaming  in  Atlantic 
In  nine  years,  $3.2  billion  has  been  invested  in  12  casino  hotels  with  6,653 
rooms . That  works  out  to  $462,500  per  room,  by  any  measurement  a high  price 
to  pay  for  market  entry.  Has  the  investment  paid  off? 

The  answer  to  that  question  depends  on  whom  you  ask.  The  tax  collectors 
certainly  have  smiles  on  their  faces.  Over  $1.8  billion  has  been  paid  to  the 
city  and  state  in  direct  taxes,  40,000  people  are  employed  by  the  casinos  in 
jobs  paying  above-average  wages  ($21,470  average  wages  and  fringes  per 
employee  in  I9B6),  Certainly  the  bettors  seem  happy;  they  keep  coming  back 
time-after-time  even  though  they  lost  $12.8  billion  in  Atlantic  City's  casinos. 
Many  people  seem  to  enjoy  the  almost  free  bus  rides,  courtesy  of  the  12 
casinos.  Since  Resorts  Internationa]  opened  the  city's  first  casino,  over  70 
million  people  have  been  bussed  in  from  such  nearby  cities  as  Philadelphia,  New 
York,  Baltimore  and  Washington,  From  an  investment  perspective  the  $3.2 
billion  investment  to  build  12  casinos  has  produced  mixed  results.  In  the  past 
two  years  Atlantic  City’s  casino  industry  netted  about  2 cents,  after  taxes,  of 
each  dollar  in  revenues.  Profit  margins  are  running  at  less  than  half  the  level 
of  corporate  America.  One  casino  is  in  bankruptcy  (Atlantis!  and  for  the  first 
quarter  ended  March  31,  1987,  five  casinos  lost  money. 


Last  year  Atlantic  City's  eleven  casinos  had  combined  profits  of  $55.0 
million,  down  substantially  from  $168,7  million  earned  from  nine  casinos  just 
three  years  ago.  Yet,  in  the  recent  past  Golden  Nugget  (GND-$10)  sold  its 
casino  (the  smallest  in  town)  and  surrounding  land  to  Bally  Manufacturing 
(BLY-$lt>)  for  $440  million.  Donald  Trump  purchased  Hilton's  ’ casino  hotel  for 
$320  million.  Mr.  Trump  has  also  announced  he  wants  to  purchase  votine* 
control  and  11$  of  the  equity  in  Resorts  International  For  $101  million  Rp^rt* 
lx  currently  building  Atlantic  City',  13th  casino,  which  is  expected  to  oa  „ „ 
the  summer  of  1988.  We  think  this  hugs.  3,  million  sc,,  ft.  property  with  1 2M 
rooms  and  at  least  a 100,000  sq.  ft,  casino  will  wind  up  costing  $750+  mitlim/ 
Bally  Manufacturing  is  presently  investing  another  $100  mi  Him  fn  J million, 

addition  to  its  first  Atlantic  City  casino,  Park  Place  When  that  nrnW*1r 
completed  next  year,  the  company  will  have  over  $973  millton  ^ ■ f 1 18 

Atlantic  City  casinos.  Ramada  (RAM-$8)  is  spending  I i itS  two 

to  expand  and  upgrade  its  Tropicana  casino  When  that  is  ™ !°w  ?2°°  0111110,1 
it  will  hove  a $568  million  investment.  Pratt  Hotel  Coro  (Pra?T,,  "eXt  yea1' 
plans  to  sell  and  lease  back  its  Sands  Hotel  and  oaS  ,L^,  a'$3,.,"1”mn8ed  « 

Partnership  in  order  to  improve  its  balance  sheet  it  thon^T  " t,imi(ed 

build  a second  Atlantic  City  casino,  ‘ “ th  n pIar,s  to  acquire  or 


Obviously,  these  anxious  investors  must  be  inntHrvn,  k * . 
line  number.,.  Even  in  today's  environment  wel  Sr,^  y 5 b°ttom 

generators  of  caah.  For  example,  in  1986  Bill.*!  , ? oro  hu*e 
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“bis  ye.=.:  we  estimate  the  industry  will  generate  a combined  gaming  wIji  tJ 
*T.t  Umin,  or  a 9,5%  improvement  over  the  1987  number*.  This  comparer  o, 
11. fl  year-to-year  improvement  in  1987  results  over  1986.  About  39%  of  th* 
1 — currently  takes  place  in  Atlantic  City, 
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9 
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Revenues 

% Increase 

Cumulative 

$ 134,073 

325,481 

142.7% 

f 134,073 
459,554 

642,693 

97.5% 

1,102,247 

1,099,783 

71.1% 

2.202,030 

1,493,164 

35.8% 

3,695,194 

lt 770 ,942 

18.6% 

5,466,136 

1,951,767 

10.2% 

7,417,903 

2,138.652 

9.6% 

9,556,555 

2,281,204 

6.7| 

11,837,759 

2.440,000 

7,01 

14,277,759 

2,610,000 

7.0% 

16,887,759 

Lost  vrar  the  industry’s  gaming'  revenues  increased  6.7%  over  1985  results. 
We  believe  that  market  growth  over  the  next  two  years  will  average  about  J%. 
In  1988  Resorts1  Taj  Mahal  will  open  and  that  will  add  still  more  capacity  f about 
15%  in  casino  area).  This  new  casino  is  so  large  it  will  be  like  two  new  casinos 
opening,  so  we  expect  even  thinner  pie  slices  next  year.  What  disturbs  us 
moat,  however,  is  the  aggressiveness  being  displayed  by  the  marketing 
departments  of  most  casinos  in  defense  of  market  share.  One  of  the  (ns 
inducements  to  bring  in  more  bettors  was  the  adoption  ol  tripple-odds  craps  (In 
place  of  double  odds).  Six  casinos  now  offer  these  odds  which  can  reduce 
substantially  the  amount  of  chips  the  casino  keeps  (hold  percentage),  1 
the  casinos  now  deal  blackjack  from  4 deck  shoes  compared  to  eight  card  < ol  s 
previously.  This,  practice  reduces  the  house's  odds.  Even  more  devastating 
Margins  are  the  bus  wars  that  are  starting.  Cash,  deferred  vouchers,  and  icoi 
and  entertainment  packages  have  gone  as  high  as  $35.00  per  passenger. 
year  the  casinos  spent  over  $213  million  in  coin  giveaways  to  bus  13 
people  into  Atlantic  City,  It  is  estimated  that  the  average  bus  patron  i<  ■■  ■ 
between  $25,00  and  $35,00  in  an  Atlantic  City  casino,  . lflS*  hn7 
triost  of  the  city's  casinos  made  a concerted  effort  to  bring  down  their  °P'!  . 

coats.  For  example,  compliment  a rics  as  a percentage  of  casino  revenues 
ram  4,2%  to  32. 7%,  and  payroll  casts  were  only  marginally  higher. 
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SS^ta  SjClH  trend.  Next  year,  it  may  get  worse.  ££  opt** 

7.xt  aumtjjpj.  w ’n  the  gaming  action  after  the  $750+  million  J jnP 
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ness. 


whKLti  will  f^Htun>  pop  U I in*  «tt  ration*  for  family  entertainment.  There  will  also 
bl,  nver  hotel  rOOifii  within  a three  block  area  of  the  new  hotel.  We  think 

,i  will  pull  truffle  h w h y from  Ihe  west  end  of  the  Boardwalk  where  the  Golden 
Nugget  111111  TfOpleana  art  located.  If  wo  are  correct,  1988  might  be  a tough 
vriir  for  a ftw  operators  as  they  try  to  defend  market  share.  But  those 
operators  with  aluying  power  (adequate  working  capital)  should  enjoy  much 
better  times  in  tho  early  nineties. 


industry  OUTLOOK 

Wo  view  tho  next  several  years  as  a major  transition  period  for  Atlantic 
City  and  Its  casino  industry.  Currently,  the  city  suffers  from  infrastructure 
problems , particularly  a shortage  of  parking  spaces  and  hotel  rooms 
Transportation  Into  tho  city  is  basically  by  automobile  and  subsidised  buses. 
The  oat  inos  continue  to  market  to  the  same  customer  base,  mostly  within  a 
day's  drive  of  the  city.  There  are  not  enough  hotel  rooms  to  spur  the  airlines 
to  begin  regular  scheduled  airline  service  into  the  city. 

In  the  curly  1990rs  we  see  the  city  dramatically  changed.  By  1992  the 
number  of  hotel  rooms  (casino  and  non-casino)  should  almost  double  to  about 
13,009+,  Airline  service  will  be  greatly  increased  and  there  will  be  a firmly 
established  rail  link  (Spring  1989)  to  major  cities  along  the  Boston  (Washington 
corridor,  By  that  lime  the  city's  one  million  sq.  ft.  convention  center  will  be 
completed  unit  able  la  ae coming dute  a growing  convention  business.  Also,  the 
casinos  should  be  able  to  cut  back  on  the  expensive  bussing  programs,  as  they 
begin  to  market  their  services  to  a host  of  new  customers.  We  have  a lot  of 
confidence  that  (here  will  be  a major  effort  by  the  city  and  state  governments 
to  get  many  of  the  improvement  projects  off  the  drawing  board,  These  pledges 
will  be  bucked  with  funding.  This  marks  a major  change  in  direction,  because 
over  the  last  nine  years  almost  all  of  the  money  invested  in  Atlantic  City  went 
into  its  twelve  casino  hotels. 


INVESTMENT  OPINIONS 

We  single  out  three  operators  who,  in  our  opinion,  will  benefit  the  most 
iicm  our  projected,  rosy  transition;  Caesars,  Resorts  International  anti  Trump. 

Resorts  International  owns  about  141  of  all  assessed  property  value  in  the 
rity.  Currently,  private  investor  Donald  Trump  is  seeking  control  ol  ttn 
company  through  a $135  a share  offer  for  Resorts1  Class  B stock.  However, 
other  more  generous  offers  have  recently  surfaced,  but  only  for  the  C a*>t- 
stock,  fn  ovir  opinion,  ihe  issue  will  ultimately  be  resolved  by  the  courts,  Ji 
Mr*  Trump's  bid  la  successful,  he  will  ultimately  own  Resorts  Clue \ a 
which  represents  a 93%  voting  interest  in  the  company,  bu  on  y_  t0(1j,  * 

equity  interest.  We  believe  Mr,  Trump's  long-term  goal  is  c ' . . 

Resorts,  Assc1ws.se,  Resorts  Class  A ($57)  looks  cheap.  >u  . meantime 
time  before  Mr,  Trump  decides  to  take  Resorts  Prlvate-  „ ns  and  delays 

wnin**  «»w  sn  ,98B  if  th%f  J3: 

"n  ,ts  new  casino.  Over  the  long-term  the  Class  A sh  have’ preferred 

Hit  the  road  to  rich  a a could  be  like  riding  a C°  t itj  shares  have  run  up 

to  participate  in  Resorts  through  the  f lass  B * ’ known  as  New  Jersey 

tin.  above  Mr.  Trump's  bid  .A  or  $210  « ,b» 

tllhl  l ive  Ltd,  has  made  the  highest  bid  to  ds  1.  wiIl  probably  come  out  in 

for  the  Class  B slock.  More  details  on  oil  the  offers  win 
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For  the  twelve  months  ending  December  31.  New  tersvy's  casino  industry 
oosted  a profit  of  $73.9  million  compared  to  $55.0  in  the  previous  > om  . u’ 4t 
containment  was  a major  factor  in  the  overall  improvement  in  last  year  earning*. 
For  example,  complimentaries  as  a percentage  of  total  revenues  declined  from 
22.7%  to  21,5%.  In  1986  it  averaged  24.2%.  Payroll  costs  as  a peics.mttig.  oi 
revenues  last  year  were  30.51  down  from  31.1%  the  previous  year.  While  the 
trend  is  encouraging,  profit  margins  were  still  only  2.6%  of  tots!  hold  and 
casino  revenues  of  $2.8  billion.  Unfortunately,  we  think  the  coming  shortage  of 
personnel  needed  to  staff  the  sizable  increase  in  new  gaming  capacity  and  tho 
scramble  for  new  customers  to  fill  it  all  are  certain  to  result  in  reversing  these 
improvements.  Therefore  we  are  projecting  that  1990  may  bo  a very  tough  year 
for  the  Atlantic  City  casino  operators,  and  if  the  economy  begins  to  slow,  tills 
can  exacerbate  further  a difficult  operating  environment. 


It  would  not  surprise  us  if  a casino  or  two  changes  hands  during  the  next 
several  years.  However,  just  as  the  savvy  Nevada  operators  have  adjusted  and 
prospered,  we  believe  their  eastern  cousins  will  too.  Atlantic  City  will  experi- 
ence its  bankruptcies  and  its  changes  of  ownership,  which  are  the  common 
maladies  of  any  maturing  industry.  And  we  think  the  best  managed,  well 
financed  operators  will  come  out  of  the  tough  times  even  stronger. 


In  our  table  at  the  end  of  this  report  entitled  Atlantic  City  Casino  gutts 
tica  we  have  attempted  to  isolate  each  casino  to  show  how  it  compares  with  it  a 
neighbors.  To  compare  apples  to  apples,  our  numbers  under  the  heading  of 
Operating  Profits  are  before  income  taxes,  interest,  depreciation  ami  iinmr 
tizetion  and  other  charges.  Our  analysis  of  these  statistics  shows- 
Park  Place,  owned  by  Bally  Manufacturing  (BLY-$15),  as  the  biir  winner  with 
operating  profit  margins  of  29.7%  Park  Place  is  tho  best  example  of  how 
efficiently  a casino  can  be  run.  First,  it  has  an  outstanding  location  in  the 
center  of  the  Boardwalk  and  across  the  street  from  two  feeder  casinos  - the 
Cl, ridge  add  the  Sands,  Most  important,  it  has  firm  contrS  over  i,  m 
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SJ^Th,  average  better.  lod  (>y  Holiday  Cnrp. 

1 ^ ^ _ «_.  _ f DSifio  Hotel t <-  nmcTBiJiHiAd  \*f 

On  th«  other  hutd.  "“"^“‘own.  Bf»’»  ^jy  rftel  the  .lot  pl.yer. 

HIA  »:l>.  h«  the  1M“S'  8!°'^J?b  . H«f«h'3  "°‘°the  bottom  lino.  «»»J* 

«>Ui  tO, 4*  mere  than  ««*?„**  very  high  «***»  ®„,  A major  factor  behind 
■HMMHI  very  close  to  Bally  »■ ^ the  « Deal"  table. 


£•  b*.t  odd.  but  thw™  ™ — dose  to  £ the  "I  ( 

grating  margins  at  **■ ■ ”■  performance  can  be  _ d inetead  re Bo*  0,1  J| 
tlarnh's  outstanding  bottom  im  _ p buaSing  program  *11 1 Aero 

5S«.li’*  ha,  the  city’,  leaat  ■«£“***  the  casin*  b U , J%  h,H  ^ 

kn*l  dmve-in  customer  £h°  c*Btle.  UftforunAtcly . t _ P&  P%  l(jwep  thm, 

th*  road  frc*m  Hsrrah  s * _ success.  Operating  5[W®  twice  as  many 

found  the  correct  formula  for  succes^  bussed  ^ of 

i[s  iiclghb«P  j££*2S;  ratio  of  compUrnentari., 

peep  1 •'  1 aIeo  has  the  hig  - JA^_  ndvfnrititiricti 


■"m  Harriet  9 “V^hT  highest  ratio  of  compliment^,* 

b^s.'sst- 

$ ssrtr"wTs£  * ss^*<»  -a  -«*-«-  jh‘rgca  u,t 

vMr  were  the  city’s  highest. 

. ^ n sutierb  job  in  building  Its 

Trump  Pla*a  on  the  other  an  ^ gpjj  car  garage  and  thiB  ha*  matU? 

business . Last  summer  it  °P™e...  _ the  high-end  of  the  market  the 

the  Baa*  a strong  number  two  this  yea  - months  the  Plasa  has  shown 

Plata  ranks  just  behind  T piaza'a  supremacy  in  big  ticket 

,h„  Ml  ZZ T^gntlta  while  .t  the  seme  II.. 

spoiling  the  citv.  Trump  Plaae  has  also  aggressively  courted 

Improving  the  image  of  tti  _y  PhugineBE  that  had  patronised  Golden 

Rind  cap  ura  _ , Grand.  Since  Bally  purchased  the  Nugget  last  year  for 

Kjj?1 million' "i^halr been  losing  market  share.  Operating  profits  arc  also  lower 
w u expla  ation  l in  order.  In  our  table  on  the  last  page  we  show  that  the 
QwdVlMfi  operating  profits  were  $52.3  million.  However,  this  figure  in- 
dudea  a charge  of  $15.3  million  which  represented  a management  fee  charged  by 
Golden  Nugget  to  run  the  casino,  as  well  as  a $20.4  million  charge  for  early 
retirement  of  debt.  Excluding  these  non-recurring  charges  the  Grand’s  operat- 
ing profits  declined  by  $12.5  million  since  it  was  acquired.  When  the  Taj  opens 
next  year  we  arc  even  more  concerned  for  the  Grand,  That  is  because  the  Taj 
js  at  the  far  east  end  of  the  Boardwalk  and  the  Grand  la  at  the  far  west  end. 
We  think  Taj  will  shift  the  action  more  to  the  center  and  east  end  of  the 

Hoard  walk. 


A major  beneficiary  of  the  Taj  is  likely  to  be  Showboat  which  will  actually 
connect  to  the  Taj.  Our  figures  indicate  that  Showboat  has  not  done  well  in  its 
first  year.  Management  has  recently  adopted  a strategic  shift  In  it#  operations. 
Its  60  lane  bowling  center  was  supposed  to  differentiate  this  property  from  the 
other  casinos.  In  Showboat’s  Las  Vegas  Casino  its  bowling  lanes  ere  a major 
reason  for  its  success.  Showboat  learned  the  hard  way  that  the  Atlantic  City 
market  is  quite  different  from  Nevada.  So  bowling  ia  now  being  deemphasised 


iW  Atlantic  City  casino.  and  it  woulfjnotKurpr^e  * m n|w  g0  more 

*£j~±u&  tffyS  -~ to  do  il* 

gjjj1 u>  see  uome  nice  "deale"  for  Showboat  customers. 

Ab  we  aald  at  the  beginning  of  our  report  one  Jersey 

compete*  la  Caesars  World,  *^.^JnS<J  Atl^tic  Clty  Casino.  It  ranked  num- 
Jf.jM.*|S).  Caeaera  has  an  outstanding  Atlantic  . Harrah's  in  operating 

£ one  in  gaming  win  last  year  and  ^hV  in  the  high  end  segmenf  of  the 
profits.  Caesars  has  carved  a(  st.rorig  "rni;  downswings.  We  think  Caesars 
market,  which  is  less  vulnerable  to  to  fiscal  1988  (July  31)  to 

Jersey  wdi  improve  its  earnings  pe  . times  this  year’s  estimat- 

^ *1.90.  with  its  «M«  W u^rwe  re«ew  Caesars  New  Jersey 

tSm&iZ  ”ur  reeenV^eci  "rAasino  Ga-eing  Recoin- 

dittos. 

*,  the  ether  end  of  the  profit  spectrum  ore  the  AUahtis,  owned  by 

" ^B^,2TheM.^isC^^.r^n“b^^  «-  " 

SM  S&  of  Me  ^ B°,h 

In  summary  we  think  1989-1990  may  be  a difficult  period  for  a few 
Atlantic  City  canines,  but  those  with  staying  power  (adequate  working  capi  a i ) 
SloS”  enjoy  much  better  times  in  the  early  '90's.  We  continue  to  view  the  njrt 
several  years  as  a major  transition  period  for  Atlantic  City  anc 

Industry . 


A Peek  Into  The  Future 

Let's  hop  into  our  time  machine  and  shine  up  our  crystal  biU-  Itf®  *JJJ 
1992  and  we  see  Atlantic  City  dramatically  changed.  There  are  now  20.000 

hotel  rooms  within  a 15  minute  ride  of  the  Boardwalk  Last  ^ 
million  square  foot  convention  center  was  completed  and  is  accomodating  a 
growing  convention  business.  Looking  back,  the  1989-1990  casmo  crisis  went  a 
Son-  JaV  towards  producing  a more  cooperative  spirit  among  city  and  state 
iJLs.  Major  projects  arc  getting  off  the  drawing  hoard  ‘^hidmg  a first 
t [;, r u,  ai'fyort  facility.  The  completion  of  the  rail  link  in  the  bpiing  of  1989  t 

major  ciUes  along  the  Boaton/Weahington  corridor  haa  proven  “ su<!0e88 
now  bn  a ging  in  2 million  passengers  a year.  The  casinos  love  tho  lailroa 
because  It  brings  In  many  of  their  employees  and  reduces  parking  headaches. 

After  the  1909-1090  casino  crisis,  state  lawmakers  eagerly  approved  24 
hour  gaming.  ' This  has  been  a big  bonanza  to  the  industry  and  boosted  last 
y.mrr,  revenues  by  an  additional  $100  million,  to  $3.8  billion  However,  bottom 
tiftf.  reunite  improved  even  more  dramatically . We  estimate  that  as  much  as 
of  each  incremental  dollar  generated  from  around-the-clock  gaming  nows  down 
to  pretax  Income,  as  l he  additional  staffing  requirements  are  minimal  (about 
1500  n*:w  tuba) , The  Inauguration  of  air  service  into  the  city  started  off  slowly 
Jn  *i|s y of  1988  with  several  daily  round  trips  from  Pittsburgh,  Baltimore, 
Washington  and  La  OuardU.  The  Pittsburgh  route  is  strategic  because  it  is 
US  Air' a hub,  giving  Atlantic  City  access  to  180  cities  in  30  states.  Now  USAJ^‘ 
Piedmont  and  a host  of  other  airlines  ere  bringing  4 million  passengers  a ye_ 
from  all  over  the  U.S.,  compared  to  only  378.000  passenger  arrival*  in  1- >'■ 
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Nevada  Gaming 


T 1 0.0,7  the  state  generated  a 

„cv.d.  1.  in  the  *„'*£?&.  "pTviou.  ycar,  APP^^y 

83,9  billion  gross  win.  up  12.  i*  over  *_ „„.„rc  r™m  Clark  County,  woll. 
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p3.3  billion  gross  win.  dug „f7 grated  from  Clajk  County  whe« 
otal  State  ILY  ' j gaming  centers  include  l«iw  bj  f (1  miHion . 

fear,  at  1S5  gaming  locations  slate*  de  ^ Jt^  taxes)  were  a record  W«-3 
iet  profits  (before  federal  taxes  hut  d taxes  its  major  casinos  at  <. 

Billion,  up  <M  free  the  Prcv'ou,5  ^'j'I6„  Uites  the  net  win  at  a rate  of  6t. 

’Si  taxes  MBS 

'“Zi'XZ  opcra"-X  VK55W  “*  * tUnd  ’he 

S5S  million  budget  of  ita  two  regulating  agencies. 

The  friendlier  hevad.  env.ronc.cn,  has  proepted 
interest . in  the  last  two  year,  a number  of  majorLM^gaa  P;  ^ ,h< 

moved  into  much  stronger  k*“dJ*  , ^ £ five  Sutnma  properties  were 

t0;i"  Th,  ‘SSfc  '^rAp^r^UwsyS,  Desert  Inn  and  th*  Unto. 
sold  The  Fronv  . <.  thil  *wA  mcm  Grands,  now  is  plsnnLng  to 

SSS =?  r OT-and0^^^. 

The  new  Nugget  la  right  next  door  to  Caesars  Palace  and  should  be 
open  for  busineBE  in  late  December  t 1989. 


The  MGM  Grand  in  Las  Vegas  and  the  MGM  Grand  In  Reno  now  fly  Badly 
flaa:s  at  a cost  to  Bally  Manufacturing  of  $5B5  million.  In  the  near  future  we 
rxpect  Bailv  will  make  a major  investment  to  upgrade  its  Las  Vegas  hotel.  It 
recently  purchased  23  acres  adjacent  to  the  property  for  $30  cnilUon.  The 
Flamingo,  across  the  street  from  Caesars  Palace,  is  owned  by  Hilton  {HLT-Sfltt), 
and  it  is  planning  to  add  a 759  room  tower.  This  will  then  give  Hilton  over 
6,590  rooms  between  its  two  Las  Vegas  ceBino  hotels.  Circus  Circus  plans 
brand  new  casino  hotel  at  the  southwest  end  of  the  "Strip"  with  about  3,5iK 
rooms  at  an  estimated  cost  of  $250-300  million.  Holiday  Casino,  across  the 
street  from  the  new  Golden  Nugget,  will  build  a 2,300  room  tower  addition  for 
$150  million-  Ramada  is  currently  building  a new  400  room  casino  hotel  in 
Leughlin,  about  100  miles  south  of  Las  Vegas.  Laughlin  is  the  fastest  growing 
gaming  market  in  the  U.5.  Casino  revenues  grew  30%  last  year  to  $240  million. 


The  Japanese  are  also  Investing  in  Las  Vegas,  The  Aladdin  on  the  ’♦Strip" 
purchased  by  Glnji  Yasuda  for  $54  million,  and  the  property  reopened 
"bout  a yfiftr  ego  aftcr  a *30  renovation.  The  Park,  in  downtown  La:* 

a_  was  purchased  by  K&tsuM  Manabe  last  fall.  And  the  Dunes,  on  the 
Strip.’ was  recently  purchased  for  $157  million  by  Masao  Nangako,  a Japanese 
h usinessman,  but  this  transaction  is  conditioned  on  regulatory  approval h.  If 
approved,  the  Dunes  plans  1,200  additional  rooms.  All  told,  about  15,000  new 
motn4  are  expected  to  be  added  to  Las  Vegas'  inventory  by  1990,  This  build 

inff  reflects  Las  Vegas'  growing  popularity  as  a destination  resort.  Six  out  of 

+en  visitors  who  travel  by  air  came  to  Las  Vegas  for  a vacation.  The  average 
length  of  stay  in  1987  was  4.5  days,  and  this  compares  with  an  average  8 hour 
gtay  in  Atlantic  City.  Last  year  14.6  million  passengers  funneied  through  Las 
Vegas'  MeCarran  International  Airport,  a 17.8%  increase  over  1986.  Hotel 
occupancy  rates  were  83.3%  last  year,  up  from  75,71  in  1981  despite  the  addi- 
tion of  almost  9,500  rooms  during  that  period.  Helping  to  fill  those  rooms  is  a 
thriving  convention  business  which  last  year  brought  in  1.7  million  delegates. 
Las  Vegas  offers  visitor©  a favorable  year-round  climate  and  good  value.  Hotel 
rooms  rates  are  much  friendlier  than  Atlantic  City.  And  gamblers  can  get  a 

better  break  too.  For  example,  ©lot  machine  players  in  Las  Vegas  have  much 

better  odds  with  each  pull  of  the  lever  than  do  player©  in  Atlantic  City,  Last 
year  we  estimate  the  average  machine  hold  percentage  (what  the  house  win©)  in 
Las  Vegas  and  throughout  the  state  was  7.7%  compared  to  12.2%  in  Atlantic 
City. 
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TABU E SWeT 
Blackjack 
craps 

RGUtSEte  <0> 

SGuLeltfc  {0 0> 

Bifl  Si x 

Baccarat 

Other 

Total  Table  Gwes 


Atlantic  City 


m7 

1987 

Casino 

Casino 

yin 

yin 

Percent age 

S Mils. 

Calendar 

Tear 

15,7% 

1S23.5 

15.1% 

419.1 

2B.7* 

3.6 

25.7% 

1 14 

46,2% 

25*3 

15*6* 

63,1 

16.3* 

$1,169.5 

Nevada 


1907 

1987 

CASira 

Casino 

win 

Uin 

Perc-enTage 

$ Mila. 

Fiscal 

Tear  6/30/67 

17.6% 

1760.2 

17.3* 

356.5 

20.5% 

90.2 

5*0+3% 

9,9 

23,2% 

147.0 

X 

300,6 

va.is 

$1.6*46 

SLOT  MCM3HE5 
5 cent 
25  cent 
50  cent 
11,00 

Progressives  (sinflle* 
Progressives  (linked) 
Vfdw  Blackjack 
Video  Slack jack! Linked 
Video  Pakef 

Video  Poker (progressives* 
Other 

Total  Slot  Machines 


15*0* 

$45.9 

13.9% 

569.6 

12.2% 

64.0 

11.4% 

229.7 

11-1* 

32,4 

12.3% 

209.3 

9.3% 

1.0 

13,6% 

0.1 

0 .7% 

104.2 

7.6% 

17.9 

9.0% 

32.0 

12.2% 

$1,326-1 

13.5*£  1Z61.2 

&.GEE  821. 4 


10+0KE  118.1 

7.73CE  $2,131*4 


E - Estimated  by  JMS 


Our  chart  shows  that  the  hold  percentages  on  table  games  in  Nevada  are 
^gher  than  those  in  Atlantic  City.  However,  this  reflects  accounting  difler 
ence6  tod  has  nothing  to  do  with  the  statistics  of  the  game.  (In  Nevada  mat* 
***  or  credit  play  can  be  redeemed  at  the  gaming  tables  thereby  reducing  < 
overall  drop,  and  thus  increasing  the  overall  hold  percent.)  The  odds  of  table 


games  are  bail  rally  the  Mtm  c,  nnd  the  chart  on  p«gc 
games  with  the  stutiHtleal  house  advantage • 

TABLE  GAMES 

Statistical  Itoutt  Advantage 


10  lists  the  most  popular 


TABLE  GAMES 

Blackjack  (basin  atrategy  player) 

(gBtieral  public  player) 
Craps  "Die*"  (lino  bets) 

(place  beta) 

(field  bats) 
(hardway  beta) 

Roulette  <0) 

Roulette  (00) 

Big  Six  (Wheel  of  Fortune) 
Baccarat 


Percentages 

0,50% 

1.37% 

1,40% 

4,00% 

5.30% 

10.00* 

2.63% 

5,26% 

15.32% 

1.26% 


.U.  4"  - M- 

consistently  the  heaviest  action  ga#e 


Juropean  style  roulette -not  popular  here 
, very  profitable  game  for  casinos 
:ar nival  game -casinos  love  It 
m Intimidating  game  to  the  genera 

r QmAfiP  lul  ffh.am 
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When  examining  the  above  two  tables,  please  note  that  table  hold  percept 
ages  are  much  higher  than  the  statistical  house  advantage  percentages.  Hus  w 
because  length  of  play  causes  n multiplier  effect.  Because  the  odds  for  all 
games  always  favor  the  house,  the  longer  one  plays  the  more  one  Lose*.  lul 
example,  in  Ihe  game  of  Blackjack  the  casino  has  a statistics!  advantage  ol 
between  1.25%  and  1.50%  for  a typical  player.  In  Atlantic  City  the  average 
length  of  play  for  blackjack  is  3^  hours,  with  a typical  player  starting  his  game 
with  chips  equalling  about  20  limes  his  average  bet.  A $5  bettor  "buys  in" 
$100  in  chips  and  plays  about  70  games  an  hour.  In  one  hour  total  wagers 
equal  $350  (70  games  x $5  average  bet).  At  an  average  1.375%  house  advantage 
our  typical  blackjack  player  is  losing  $4,81  per  hour*  In  3i  hours  of  average 
play  he  has  lost  $16.84  to  the  casino  or  16.8%  of  his  $100  in  chips.  When  he 
cashes  in,  the  house  would  then  "hold"  16.8%  of  his  original  buy-in. 


INVESTMENT  RECOMMENDATIONS 


Because  of  next  year’s  substantial  increase  in  Atlantic  City's  gaming 

capacity  and  the  resulting  negative  near-term  earnings  implications,  we  favor 
only  one  pure  play  In  the  East,  Caesars  New  Jersey,  On  the  other  hand,  we 

think  Nevada’s  gaming  prospects  are  much  brighter.  In  this  regard  we  are 

recommending  Caesars  World  and  Circus  Circus  two  of  the  premier  gaming 

companies  in  Nevada. 


Caesars  New  Jersey,  Inc.  (CJN-HB),  86.61  owned  by  its  parent.  Caesars 
World,  Inc.  is  the  premier  casino  operator  in  Atlantic  City,  Caesars  leads  the 
high-end  of  the  gaining  market.  For  fiscal  1988  (July  31)  we  project  CJN  will 
earn  $31,0  million  or  $1.90  a share,  a 711  improvement  over  the  previous  year 
We  expect  Caesars’  earnings  to  grow  at  an  average  annual  1&%  rate  for  the' next 
several  years.  At  $18  CJN  is  selling  at  9 times  our  calendar  year  19&8  earnm^s 
estimate  of  $2.00  and  a 32%  discount  to  the  general  market.  We  consider  ■ ■ • 
undervalued , but  because  of  the  small  float  (2.2  million  shares)  and  lird.  1 
trading  activity,  camion  ehocld  be  exercised  in  placing  orders  Morc  conser  .a 
tive  Investors  might  want  to  consider  Caesars  World  as  s substitute. 

We  rate  Caesars  World,  Inc.  (CAW-123)  »«  the, 

Atlantic  City  and  Las  Vegas’  It  also  opeJaJes  a ^ 2 ta  UkeT^JS 
four  non  casino  resort  hotels  in  the  Poconcs,  We  think  the  company  is  capable 


10 


